Foreign Economic Trends 
and Their Implications 
for the United States 


FEBRUARY 1990 


TRINIDAD AND TOBAGO 


FET 90-17 
Frequency: Annual 
Supersedes: 87-96 


PREPARED BY 
AMERICAN EMBASSY PORT OF SPAIN 


nT OF o 
av® On, 


£ 


‘s 
Ww % 
m 


S24, 


> 
States of © 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $55.00. Foreign mailing $13.75 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless otherwise stated) 


1986 1987 

Domestic Economy 

Population (millions) 

Population (growth %) 

GDP in current dollars 

Per Capita GDP, Current dollars 

GDP in TT dollars (M) (1985 Prices) 

Consumer Price Index (% Change) 


Production and Employment 
Labor Force (1,000s) 


Unemployment (Ave. Pct/Yr.) 
Govt. Oper. Surplus or Deficit 
As Pct. GDP (Current Prices) 


Balance of Payments 
Exports 


Imports 

Trade Balance (merchandise) 

Current Account Balance 

Overall Deficit 

Foreign Debt (Year End) 

Foreign Debt (Incl. State Corp.) 
Debt Service (Debt payments as 

- Percent of Export of Goods 

- and Services) 

Foreign Exchange reserves (Yr. End) 
Average Exchange rate for (US$1 = ) 


NOP KUO 


U.S. - Trinidad & Tobago Trade 
Trinidad Imports from U.S. (FAS) . ‘ 376. 


Trinidad Exports to U.S. (CIF) é 2 781. 
U.S. Share of Trinidad Imports (%) ‘ j 37 4 
U.S. Share of Trinidad Exports (%) ‘ j $7. 
U.S. Bilateral Aid N/A 


Principal Export to U.S. (1988) in order of importance: Crude and bunker 
grade fuel oil, anhydrous ammonia, methanol, diesel, urea 


* The TT dollar was devalued in August 1988 from TT3.6/US$1 to 
TT4.25/US$1. The 1988 figures reflect the new exchange rate. 





SUMMARY * 


A $3.8 billion gross domestic product, a highly educated and 
entrepreneurial population of over 1.2 million (literacy rate: 97 
percent), rich oil and gas deposits, a heavy industrial 
infrastructure, and ample land for agriculture, provide Trinidad and 
Tobago with all the resources needed for a viable, dynamic economy. 
Although the long-term outlook for the economy is good, Trinidad and 
Tobago has lived with economic recession since 1982, owing largely 
to its slow adjustment to the low price of oil during this decade. 
By the fall of 1989, however, the rate of economic decline had 
slowed substantially, and weak but tangible signs of impending 
positive growth had appeared. 


BACKGROUND 


The experience of Trinidad and Tobago (T&T) is typical for oil-based 
economies over the past two decades. From 1976 to 1981, the economy 
grew at an average annual rate of 7 percent, as the government 
pumped the proceeds of its oil wealth through the economy. The 
focus was on the oil sector, to the exclusion of other viable 
sectors, particularly agriculture. Since 1981, however, 
expenditures have outstripped revenues. As a consequence, Trinidad 
and Tobago has seen its GDP per capita drop precipitously from a 
high in 1982 of $6,856 to $3,043 in 1988. In 1986, for the first 
time in 20 years, the government of Trinidad and Tobago ran a public 
sector deficit. That deficit continues. Since 1982, when the 
economy began shrinking, the government has used its once 
considerable foreign exchange reserves to cover the costs of 
imports. This option is no longer available, because foreign 
exchange reserves are now virtually exhausted. 


The past year has been marked by extraordinary government efforts to 
create an environment conducive to growth. The government devalued 
the Trinidad and Tobago currency by 18 percent against the U.S. 
dollar in August 1988 and announced that it intended to reschedule 
its debts. In November, Prime Minister Robinson sent a letter of 
intent to the International Monetary Fund (IMF), and soon afterwards 
his government agreed to an IMF standby program. In December, Prime 
Minister Robinson announced a strict austerity budget. The budget 
included several painful measures including an across-the-board 10 
percent salary cut for government workers and substantial tax 
changes. In the ensuing months, the government pushed through the 
necessary legislation to implement these measures. In the meantime, 
the finance ministry engaged in negotiations with the Paris Club on 
official debt, and with the bank advisory committee on commercial 
debt. As of October 1989, the negotiations were largely complete. 


*This report was prepared in November 1989 


Note: All Figures in the text are in U.S. dollars, unless otherwise 
stated. 





Of particular importance is the government’s stated intent to 
introduce a 15 percent value added tax (VAT) system in January 

1990. The VAT will replace the current stamp tax and purchase tax 
on goods and services, and the government has stated that personal 
income tax will also decrease when the VAT is implemented. However, 
the government has acknowledged that there will be a one time price 
increase for goods subject to the VAT when it is implemented. The 
VAT proposal is controversial, and it is conceivable that the 
January implementation date could slip. The Government of Trinidad 
and Tobago and the Prime Minister personally are placing great 
emphasis on the need to attract large amounts of foreign direct 
investment to finance the projects needed to get the economy growing 
again. This provides an excellent opportunity for investors to 
establish a presence in a market that is actively seeking such 
foreign direct investment. 


FINANCIAL CONDITIONS 


Oil-rich Trinidad and Tobago had amassed $3.3. billion in foreign 
exchange by 1981. However, as expenditures have outstripped reduced 
revenues (caused by lower oil prices), these once-plentiful foreign 
exchange reserves have been rapidly depleted. By the end of 1988, 
foreign reserves had dipped to minus $5.7 million. By June 1989, 
reserves had climbed back to $98.4 million, but fell to minus 37 
million by the end of August, in the wake of the summer holiday 
season during which many Trinidads withdraw foreign exchange for 
travel abroad. 


Total external public sector debt -- central government debt plus 
that of the 60-plus state-owned enterprises -- totalled $2 billion 
in 1988, of which $1.2 billion was central government debt. This 
external indebtedness in 1988 represented 53 percent of gross 
domestic product (GDP). The debt service ratio (debt payments as a 
percent of exports of goods and services was 21.5 percent in 1988. 
The merchandise trade balance for 1988 shows a surplus, but not 
enough to make up for the negative balance in services trade. The 
overall balance-of-payments deficit was $62.6 million. The 
government is working on privatizing some of its state-owned 
enterprises, with a view to decreasing its debt exposure in future 
years by having foreign partners help run these operations more 
efficiently, and, in some cases, assume a portion of existing debt. 
The Government of Trinidad and Tobago recently found a foreign 
joint-venture partner for its steel company, ISCOTT. It also 
decided on the British company Cable and Wireless as a joint-venture 
partner for its domestic telephone company, Telco. Telco’s debt 
represents more than 10 percent of the government’s entire foreign 
debt. Now that the government has found partners who are willing to 


carry some of the debt, its overall debt picture will improve 
substantially. 


In 1988, the economy contracted again for the sixth consecutive 
year, with real GDP (1982 prices) falling by 4.7 percent. The 
decline slowed somewhat over the first 6 months of 1989, to 3.2 
percent on an annualized basis. The economy is tied closely to 
international oil prices, which remained soft in 1987 and 1988, but 





which firmed up in 1989. On average, T&T received just above $14 
per barrel for its oil in 1988. During the first half of 1989, the 
average had risen to more than $15 per barrel. 


Inflation in 1988 was 13.8 percent, up for 10.8 percent the previous 
year. Price rises in imported goods in the wake of the August 
devaluation were partially responsible for the increase. During the 
first half of 1989, prices rose at an annual rate of 7.5 percent, 
due to contraction in aggregate demand. 


The official unemployment figure stood at 22.1 percent for most of 
1988, up from 21 percent in 1987 and 16.6 percent in 1986. Monthly 


unemployment in figures for 1989 are holding constant at around 22 
percent. 


ENERGY 


Qil: Trinidad and Tobago’s energy sector is well developed, and 
production rates are high. Trinidad and Tobago ranks 10th in the 
world in oil production per capita. Endowed with proven oil 
reserves of approximately 600 million barrels, Trinidad and Tobago 
represents almost 1 percent of proven reserves worldwide. Trinidad 
produced 56 million barrels of oil in 1988, averaging 154,730 
barrels per day. (As of August 1989, average production had fallen 
to 147,000 barrels per day.) It is a distinct possibility that 
there is more oil to be found in the geological formation under the 
territory of Trinidad and Tobago. This, combined with strong 
government interest in increasing oil revenues, is responsible for a 
quickening pace in oil activity. The quality of oil ranges from 
low-grade, high-sulfur oil onshore (specific gravity of 
approximately 12 percent API) to high-grade, low-sulfur oil (35 
percent API) in the fields off Trinidad’s southeast coast. 


Currently, marine production accounts for three-quarters of oil 
production. Half of Trinidad’s oil is produced by its state-owned 
oil companies, while Amoco produces the other half. An aggressive 
campaign for the search for more oil in Trinidadian territory began 
in 1989. In July 1988, the government had awarded bids on two 
offshore blocks to Mobil, Pecten, and their respective local joint 
venture partners. Mobil signed a joint operating agreement with 
Trinitopec, its joint venture partner, on September 26, 1989. The 
agreement entails a 4-year exploration program. Pecten and the 
state-owned oil company Trintoc are to sign a similar agreement 
soon. 


The government has recently offered four more offshore blocks for 
bid by January 31, 1990. In addition, the government has 
short-listed four international oil companies which are competing 
for deep drilling rights onshore in sourthern Trinidad. A strike 
against all three state-owned oil companies -- Trintopec, Trintoc, 
and Tinmar -- disrupted the oil sector temporarily in the early 
fall. These strikes, which ranged in duration from 10 days to 4 
weeks, ended on October 14. Preliminary estimates indicated that 
the strikes cost less than $1 million in lost revenues, but they 


have reportedly increased company payroll costs by as much as one 
third. 





Gas: Trinidad and Tobago has developed a modest percentage of its 
10 trillion cubic feet or proven natural gas reserves, and experts 
believe that there is much more to be found. (Probable reserve 
estimates reach 35 trillion cubic feet.) Currently, Trinidad and 
Tobago produces roughly 7.7 billion cubic meters per year, of which 
over 80 percent is produced by Amoco. The remainder come from the 
consortium between two state-owned oil companies and Texaco named 
Trinitomar. Upwards of 60 percent of the gas produced goes to: 
Trinidad’s large, energy-intensive ammonia, methanol and urea 
plants; the state-owned steel mill, ISCOTT; the local power company, 
T&Tec; and to cover domestic demand in Trinidad and Tobago. The 
rest is used in the oil recovery process. Currently, Trinida does 
not export natural gas. 


Petrochemicals: Trinidad and Tobago is the world’s third largest 
exporter of nitrogenous fertilizers, after Canada and the Soviet 
Union. Ammonia exports for 1988 were pegged at 1.35 million metric 
tons, with shipments of urea set at 544,000 metric tons. Roughly 40 


percent of Trinidad’s nitrogenous fertilizers were exported to the 
United States in 1988. 


W.R. Grace owns one ammonia plant under the name of FEDCHEM and has 
also built two more plants in joint venture partnership with the 
government -- Tringen 1 and 2. Amoco and the government have yet 
another plant together, under the name of Fertrin. In addition, the 
government is sole owner of a methanol plant and a urea plant. All 
plants are located on or adjacent to the Point Lisas industrial 
park, on central Trinidad’s west coast. Further expansion in the 
petrochemical industry is envisioned at Point Lisas. Plans are well 
under way for construction of a second methanol plant, a significant 
portion of which will come from U.S. companies. In addition, Conoco 
and Panwest have entered into a joint venture agreement with the 
state-owned national gas company to build a liquid gas recovery 
plant near Point Lisas. The plant will process the natural gas 
destined for the gas-consuming industries at Point Lisas, separating 
the valuable natural gas liquids, which are to be sold for export. 
The plant is expected to commence operations in early 1991. 


AGRICULTURE 


Agricultural activity declined during the late 1970s and early 
1980s, as agriculture’s traditional work force was lured away by the 
booming energy sector. Much of the land was neglected by its 
owners. Over the past several years, however, the agricultural 
sector has been making a slow comeback. It grew by 9.8 percent in 
1988. It was the only sector that recorded real growth that year. 
This growth continued during the first half of 1989. Sugar, cocoa, 
coffee, and citrus are still the key agricultural crops for Trinidad 
and Tobago. Due to relatively high wages and poor management, 
exports of these crops are increasingly less competitive on the 
world market. Recognizing this, the government is making a push to 


diversify into nontraditional crops to strengthen the country’s 
agricultural base. 





The 1989 sugar crop, at 97,000 tons, was 6.3 percent higher than the 
year before, mainly because of increased factory efficiency and 
fewer cane fires. Sugar exports increased by 4.3 percent to 56,900 
tons when Trinidad received part of Guyana’s unfilled U.S. sugar 
quota. Sugar exported to the United States totalled 7,200 tons. 
Favorable weather conditions in 1988 benefitted cocoa production, 
which increased by 14.1 percent over 1987 to 1,712,00 kilograms, the 
highest level since 1983. Ninety-seven percent of the cocoa was 
exported. However, world cocoa prices were roughly 11 percent lower 
in 1988 than in 1987, causing Trinidad’s net export earnings from 
cocoa to be only marginally better in 1988 than the previous year. 
Because of an outbreak of black pod disease, cocoa production in the 


first half of 1989 was 23 percent below the level of the first half 
of 1988. 


The coffee industry had a very bad year in 1988, due to a prolonged 
dry season and forest fires which affected many of the groves. 
Total coffee production, at 582,000 kilograms, was less than one 
third the level of 1987. Production was so low that 95 percent was 
absorbed by the local coffee market and only 5 percent was sent 
abroad. Coffee production rebounded in early 1989; by June, sales 
had doubled over the corresponding period in 1988. 


Citrus production was 65 percent higher in 1988 than in 1987, 
totalling 4.7 million kilograms. However, experts predict that the 
1989 crop will be 30 percent lower, owing to dry weather. Caroni 
Ltd. (1975), the wholly government-owned sugar company and the 
largest landowner in the country, has planted nearly 3,000 acres in 
oranges and grapefruits. It will soon become the country’s major 
citrus grower. Although Caroni’s citrus crop in 1989 was negligible 
(registering only 2 percent of the country’s production), Caroni 
officials claim that when their plantation matures in 1994-95 they 


will supply 10 times the current industry level, i.e., 40 million 
kilograms. 


Meat production in Trinidad and Tobago increased only slightly in 
1988 over the 1987 level. Restrictions on foreign exchange caused 
meat imports to decline for the second year in a row: by 33.6 
percent in 1988, following a 35.9 percent drop in 1987. Production 
levels in the poultry and dairy industry remained relatively 
constant in 1988. Caroni has also begun to diversify some of its 
57,000 acres to the production of corn, cassava, peanuts, plantains, 
pigeon peas, shrimp, sheep, dairy product and beef. Caroni now owns 
a 1,200 head of Trinidadian buffalo (buffalypso) and cultivates 
2,200 acres of high yield rice. The government expects Caroni’s 
diversification program to create job opportunities in the 
countryside while lowering the country’s high food import bill. 
Moreover, recent increases in the production of local vegetables and 
nontraditional agricultural exports (melons and peppers, for 
example) have saved much needed foreign exchange. 


MANUFACTURING 


The iron and steel industry’s performance during 1988 was mixed. 





Production of direct reduced iron (DRI) climbed by 24.2 percent to 
548,000 tons, but output of wire rods (251,400 tons) and billets 
(361,200 tons) was down from 1987 by 9 percent and 3.8 percent 
respectively. Technical problems at ISCOTT caused the decline. 
Exports of DRI (151,400 tons) and billets (40,900 tons) climbed 42 
percent and 70 percent, respectively, above 1987 levels. Wire rod 
exports in 1988 dropped by 7 percent to 223,800 tons. The 
industry’s output for the first half of 1989 was lower than 
January-June 1988. ISCOTT was leased to the ISPAT steel group of 
India in the fourth quarter of 1988. ISPAT took over full 
management of the company in May 1989. The lease is for a minimum 
of 10 years, and ISPAT has the option to buy the company outright 
after 5 years. ISPAT is expected to upgrade the company soon with 
an electric ladle furnace and a six-strand continuous caster. 
Output in light manufacturing in 1988 declined by 4 percent compared 
with 1987. This negative trend continued into the first quarter of 
1988: First quarter figures were 6.5 percent lower than those in 
the last quarter of 1988. Weak domestic demand and difficulty 
obtaining foreign exchange were the principal causes. All sectors 
except the chemical and nonmetallic mineral products and electricity 
sectors declined. 


Output in assembly-type and related industries fell by 10 percent in 
1988, in contrasts to the sector’s 11 percent growth in 1987. In 
this sector, production of household appliances dipped by 19 
percent. Motor vehicle assembly production continued its downward 
slide of the past several years. Only 4,320 units were assembled in 
1988, compared with 5,171 units in 1987 and 10,650 units in 1986. 
Sales for the first 5 months of 1989 were 44 percent lower than the 
same period in 1988. Wood and related products suffered a massive 
57 percent drop in sales, due to the closure of a major furniture 
manufacturing firm in 1988. The food processing industry’s output 
fell by almost 4 percent for the year. 


The chemicals and nonmetallic minerals industry grew by 12 percent 
in 1988, pulled upward by growth in the petrochemical sector and 
increased demand for cement, clay bricks and blocks from Trinidad’s 
CARICOM neighbors. 


CONSTRUCTION 


The construction sector slumped further in 1988, continuing the 
downward trend began in 1982. Every important measure indicated a 
poor performance for the year. Overall, the industry shrank by 15 
percent in 1988, equalling the 15-percent decline in 1987. Sales of 
cement on the local market totalled 241,000 tons, 13 percent lower 
than in 1987. Bank loans to the sector fell by 9.5 percent in 

1988. A 20 percent cutback in government spending on construction 
activity contributed to the industry’s weak record for the year. 

The sector continued its poor performance during the first 6 months 
of 1989. However, there are some positive signs. Several important 
infrastructure projects began in 1988 -- highway construction, a 
deep water harbor, and extension of Tobago’s airport runway -- 





have increased activity in the sector. Several major U.S. 
petrochemicals projects would give an added boost to the 
construction industry. The planned renovation of Piarco Airport 
would increase construction activity. Also, construction is 
expected to commence on several commercial buildings in Port of 
Spain shortly. Finally, the National Housing Authority has plans 
for the construction of some 5,700 low-income housing units in 1990. 


TOURISM 


In the oil-boom years neither the government nor the people of 
Trinidad and Tobago showed much interest in tourism, concentrating 
instead on the energy sector. In the wake of several years of 
economic difficulty, however, Trinidad and Tobago has witnessed a 
positive change in attitudes towards tourism. Growth in tourism is 
a stated top priority for the government. The two infrastructure 
projects in Tobago -- an airport runway expansion project and a 
deepwater port for cruise ships -- are key elements of the 
government’s tourism drive, and shculd be completed by 1990. A 
Significant expansion of Tobago’s modes hotel space is under way. 
This will add to the country’s accommodation base of 2,100 rooms. 


Another substantial sign of Trinidad and Tobago’s commitment to 
tourism is the recently completed $1.5 million cruise ship terminal 
in Port of Spain harbor. This facility, which houses a 40-shop 
mall, 15 outdoor booths, a restaurant, business facilities, anda 
concrete area, is expecting as many as 190 ship visits through the 
summer of 1990. In 1988, 48 cruise ships visited, 13 stopping in 
Trinidad and 35 in Tobago. In 1987 210,000 tourists arrived in 
Trinidad and Tobago. 1988 saw 188,000 tourists -- more than 50,000 
from the United States - who spent $63 million. 


EXCHANGE AND IMPORT CONTROLS 


The government controls imports -- its stated purposes being to 
conserve foreign exchange, protect domestic industries, and assist 
in the balance of payments. Local manufacturers seeking protection 
from foreign competition can apply to the Ministry of Industry and 
Enterprise to have their product placed on the negative list. Any 
product which appears on the negative list can then only be imported 
a special license granted by the same ministry. The government is 
reviewing the entire negative list and has already deleted a number 
of products, including chemical fertilizers, cosmetics and 
pharmaceuticals. It is committed to reducing the value of products 
on the negative list substantially under the terms of its IMF 
standby agreement. Applications for foreign exchange are reviewed 
by the central bank authorities. Approvals often are granted at a 
substantially reduced amount of foreign exchange or are denied, 
though the situation in 1989 has improved over the previous year 
since Trinidad signed an IMF standby agreement. The government has 
announced preferential foreign exchange allocations to those 
companies which are net foreign exchange earners. It intends to 
codify this policy under the guidelines outlined in the investment 





policy of August 1987. 


Foreign businesses must register their investments with the central 
bank. This authority monitors and approves repatriation of profits 
and capital. An agreement approved by the central bank before 

operations begin helps to ensure remittances on the agreed schedule. 


INVESTMENT 


The government is working very hard to attract foreign investment to 
Trinidad and Tobago. It has brought foreign investment missions to 
Trinidad (including a U.S. Overseas Private Investment Corporation 
mission in October 1988), and T&T business and government 
representatives have made trips to the United States and Canada, 
East Asia, and Europe to seek investment. The government has also 
passed legislation establishing an "Export Processing Zone" (free 
trade zone) adjacent to the Point Lisas industrial complex. 


Trinidad and Tobago is increasingly turning to foreign direct 
investment as a funding source to generate future revenue, since 
traditional oil revenues are off and international commercial bank 
lending has the potential for yielding only modest increased flows. 
Trinidad is also interested in enticing technology and expertise to 
its shores. The principal areas targeted include tourism, 
agribusiness, the service sector, the manufacturing sector, and the 
downstream petrochemcial industry. 


There is particular interest in diversifying the economy from 
petroleum and into projects which can increase export earnings. 
While the government generally requires that there be a majority of 
local ownership in major new enterprises, its has not attempted to 
make this policy retroactive, nor has any legal requirement been set 
(except in the cases of banking and insurance) which would preclude 
whole or majority foreign ownership of a new enterprise. Even in 
banking, one major U.S. bank has bought back 30 percent of its 
shares after receiving government permission, thereby reestablish 
the U.S. bank’s 100 percent ownership. 


All investments (local and foreign) are subject to compliance with 
the Companies’ Ordinance, which regulates formation and dissolution 
of companies and sets forth requirements for registration. Prior to 
registration, new investments must be screened by the Ministry of 
Industry, Enterprise and Tourism (through the Industrial Development 
Corporation) and by the Capital Issues Committee for approval of the 
issuance or transfer of shares. In the case of foreign investment, 
review by the Aliens’ Landholding Committee for compliance with the 
Aliens’ Landholding Act is also required. The primary purpose of 
this procedure is to review leases or purchases of property. (The 
latter is not normally granted to foreign firms or individuals.) 

The committee often conducts a policy review as well. Attempts are 


being made to modify the act, which would allow speedier approvals 
of projects. 


Joint ventures are the preferred mechanism for foreign investment, 
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though foreign holdings of up to 100 percent ownership will be 
considered on a case-by-case basis. Large, export-oriented 
operations are those likely to be considered for 
greater-than-50-percent ownership. The government continues to 
offer infrastructure, support facilities, and fiscal incentives to 
investors. In addition to earning foreign exchange, the government 
is interested in investments that create significant employment, 
utilize local raw materials, and offer prospects for expansion, 
particularly in technology. The coordination of foreign investment 
has been entrusted to the Industrial Development Corporation (IDC). 
The IDC has set up a one-stop shop, formally know as the investment 
Coordinating Committee, to expedite the necessary reviews and 
approvals investors need from the various ministries and statutory 
boards. The chairman and managing director of the IDC are the key 
individuals assisting firms considering an investment. 


CARIBBEAN BASIN INITIATIVE (CBI) 


Trinidad and Tobago has been designated a CBI-beneficiary country 
under the Caribbean Basin Economic Recovery Act of 1983, which 
provides customs-duty-free entry to the U.S. market for a broad 
range of products. To be eligible for duty-free treatment, an 
article must be grown, produced, or manufactured in at least one CBI 
beneficiary country and imported directly into the United States. 

At least 35 percent of the cost or value of the article must be 
attributable to direct costs of processing in Trinidad and Tobago or 
other countries qualifying for CBI benefits. U.S.-origin materials 
may be counted toward 15 percentage points of the 35 percent 
value-added requirement. Material from Puerto Rico and the U.S. 
Virgin Island also may count towards the 35 percent. If the article 
contains or is made from materials originating from a non-CBI 
country, the final product must be an article of commerce "new and 
different" from the foreign materials used in its manufacture. 
Achieving this transformation must entail a significant effort; this 
is often called the "substantial transformation" requirement. 


To safeguard sensitive U.S. industries, the following articles do 
not receive duty-free entry: canned tuna; petroleum and petroleum 
products; footwear; luggage, handbags, and flat goods; leather, 
rubber, or plastic gloves; leather wearing apparel; watches and 
watch parts, if any material originated in a communist country; and 
textile and apparel (with notable exceptions under the 807 

program). The U.S. Customs 807 program permits reduced duty 
treatment based on the value of components manufactured in the 
United States, assembled abroad, and then returned. In addition, 
there is a type of "Super 807" program under the Guaranteed Access 
Levels (GALS) already negotiated between the governments of Trinidad 
and Tobago and the United States. For textile articles assembled in 
Trinidad and Tobago from fabric formed (woven) and cut in the United 
States, customs duties will be levied only on the value added in CBI 
countries, not on the fabric parts coming from the United States. 
CBI countries may request increases in GALS at any time. Also, for 
apparel not produced from fabric formed and cut in the United 
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States, the Governments of Trinidad and Tobago and the United States 
have negotiated designated consulation levels (DCLS). Though DCLS 
are less favorable than GALS, DCLS are generally more liberal than 
the treatment accorded non-CBI countries. With limits on imports to 
the United States from traditional suppliers (such as the Far East), 
Trinidad and Tobago’s GALS and DCLS can be quite attractive to 
investors in the apparel industry. 


936 FINANCING/PUERTO RICO 


A revision to section 936 of the U.S. Internal Revenue Code permits 
funds generated in Puerto rico to be invested in CBI beneficiary 
countries. To qualify for these funds, beneficiary countries must 
sign a Bilateral Tax Information Exchange Agreement (TIEA) with the 
United States. In addition, 936 funds cannot be invested in a CBI 
project that competes with existing projects in Puerto Rico. U.S. 
and Trinidadian officials signed a TIEA in January 1989, and 
Trinidad and Tobago’s parliament passed implementing legislation in 
July. When the United States receives Trinidad Government 
assurances that the TIEA meets certain requirements regarding 
reciprocity, the TIEA will enter into force, and 936 funds can be 
made available for investment. 


TRADE 


The United States is Trinidad and Tobago’s major trading partner. 
More than 57 percent of the country’s exports ($782 million) were 
purchased by the United States in 1988. Major items exported to the 
United States in 1988 (in million of U.S. dollars) included crude 
and bunker-grade fuel oil (468.2), anhydrous ammonia (71), methyl 
alcohol (42.6), diesel fuel (31.1), and urea (21.9). The United 
State supplied more than 37 percent of the total value of goods 
imported into Trinidad and Tobago ($376.9 million) in 1988. Major 
imported items from the United States in 1988 (in million of U.S. 
dollars) included measuring equipment (20), dredgers and floating 
cranes (17.1), soybean beans (16.3), plastics (11.9), and iron pipes 
and fittings (11.7). 


Trinidadian exports rose by 3.3 percent in 1988. Although oil 
prices were soft, petroleum export losses were offset by increases 
in earnings from fertilizers and iron and steel goods. Export 
earnings from petroleum rebounde.’ in the first half of 1989. 
Capital goods exports were up by nearly 400 percent due to the sale 
of three aircraft by the national airline. Fuel and chemical 
exports accounted for 79 percent of total exports in 1988. 


Total imports declined by 7 percent in 1988, after falling 9.2 
percent in 1987. The 18 percent devaluation of the Trinidadian 
dollar against the U.S. dollar in August and a tight rein on foreign 
exchange allocations by the central bank curbed some of the import 
demand. Food imports declined by more than 10 percent in 1988 to 
$169 million, the lowest figure since 1980. Food imports for the 
first half of 1989 were at 1988 levels. Imports of machinery and 





- 13- 


transport equipment declined by $47 million in 1988, as the economy 
contracted further. Import levels in other sectors remained the 
same as in 1987. Both imports and exports were higher in the first 
half of 1989 than in the corresponding period of 1988. Trinidad’s 
merchandise surplus for the first half of 1989 was 8 percent above 
that of the first half of the previous year. The increased level of 


imports indicates a greater availability of foreign exchange in 1989 
than in 1988. 
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